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METHODS OF SUPPLYING COST INFORMATION 
TO FOREMEN 


FOREWORD 


PUBLICATIONS DEPARTMENT NOTE 


The subject of methods of supplying cost information to foremen has been a 
popular and profitable one for discussion at various chapter meetings, Regional Con- 
ferences and International Conferences of the N. A. C. A. and has always aroused 
great interest. The 1923 Year Book contains a section on “To What Extent and 
In What Manner Should Detailed Cost Figures Be Given to Department Heads?” 
This subject was discussed at our Fourth International Cost Conference at Buffalo 
by L. M. Lamb, Comptroller, Greenfield Tap and Die Corporation, Greenfield, Mass., 
and by G. M. Pelton, Accountant, Swift and Co., Chicago, and several other members 
of the N. A. C. A. The same subject was also discussed at the Third New Eng- 
land Regional onference held in Hartford, Conn., May 18 and 19, 1923, by A. F. 
Stock, Lybrand, Ross Bros. & Montgomery, New York, and W. B. McKay, Manville 
Jenckes Co., Pawtucket, R. I., and others. The proceedings of this Conference 
were published as Official Publication Volume IV, Number 19, issued June 15, 1923. 
The following material, which was originally presented as a paper before our Chi- 
cago chapter, presents some new angles on the problem, but is distinguished chiefly 
for the clear, concrete and concise manner in which the subject has been treated. 


Hugo Diemer, the author of this publication, has had a wide experience. He 
has been factory superintendent, production manager, and personnel superintendent, 
having served such companies as the National Motor Vehicle Co., the Goodman Manu- 
facturing Co., and the Winchester Repeating Arms Co. He has been Professor of 
Mechanical Engineering and Industrial Engineering, and direciur of shons and labora- 
tories at Michigan Agriculturai College, the University of Kansas, and the Pennsyi- 
vania State College. During the war he served as Commanding Officer at the U. S. 
Cartridge Co. and later on the staff of the Commanding Officer at the Bethlehem 
Steel Co. At the present time he is Director of Industrial Courses for LaSalle Exten- 
sion University, where he is also consulting Mechanical Engineer and adviser on 
management questions. 


The question may well be asked: To what extent are cost rec- 
ords actually brought to the attention of foremen at the present 
time? Our experience with over 1,000 foremen in 192 separate 
kinds of industry shows that in not over 10 per cent of the cases are 
cost records brought to the foreman’s attention at all. In most of 
the smaller businesses, the management keeps cost data closely 
guarded and usually does not want the foreman to know what profit 
is being made. We recognize that it is very poor policy to do this, 
but we must look the facts in the face. 
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Most managers can be sold on the idea of the advantage of 
giving the foreman certain comparative cost data, even if they do 
not want to have him get total costs. Many managers feel that the 
foreman who are not completely sold on the idea of their being a 
part of the management wil! distribute cost information in the 
shop in such a way as to wreck the whole institution. This does 
not prove to be the case. However, if the fear exists, comparative 
cost data can still be given out in terms of percentages of increase 
or decrease. These percentages can be broken down by operations 
without disclosing the actual comparative figures. This procedure, 
of course, is advocated merely as a temporary expedient until such 
time as the management and foremen have complete confidence in 
each other and co-operate properly. 


Wuat KIND OF REcorRDS MAY SAFELY BE GIVEN TO FOREMEN? 


In most records that are in any sense of the word “modern” 
the following six classes of expenditures are found: 
1. Direct labor 
2. Direct material 
3. Departmental overhead which is divided into 
(a) Departmental indirect labor 
(b) Departmental indirect material 
(c) Departmental service and rental charges. This 
group includes the items which it may fairly be as- 
sumed are controlled by foremen. 
General shop overhead not controllable by departments. 
Administrative and commercial overhead. 
Sales expense. 


DIRECT LABOR 


Foremen are usually irritated and justly so when cost records 
of direct labor are brought to them a considerable time after the 
labor has been performed and the question is asked “Why did this 
job take so long, or take so much time when it only took so long 
or cost so much on previous occasions? The foreman’s answer 
in such cases is always the statement that he cannot do anything 
with post-mortems, that the time to have taken this matter up was 
when the job was going through. One way to forestall this answer 
is to make it necessary for the foremen to initial or punch every 
work-ticket at the time it is turned in. If there has been any at- 
tempt at standardization, this work ticket should contain for the in- 
formation and guidance of the foreman and operative, data as to 
piece-rate, bonus or premium rate, time allowance, or predeter- 
mined estimate of time or direct-labor cost. Under this procedure, 
the foreman cannot side-step his responsibility for checking the 
actual performance against the standard and thus knowing why 
the job took too long. 
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Where there is a system of departmental dispatch boards on 
which each day’s schedule of jobs ahead is posted by means of 
some visible index plan, it is the duty of a foreman to check up 
each operative’s schedule for the day against the operative’s prog- 
ress from time to time during the day. Then he can readily see 
when a man is falling behind his schedule. The foreman’s opvious 
duty in such cases is to discover the interferences and remove them, 
if possible. 

In order to make such a dispatch board or visible index effec- 
tive, it is necessary to schedule individual workmen and machines 
by separate days, and not merely to file jobs ahead in sequence. 
This latter procedure may be entirely satisfactory from a stand- 
point of central scheduling, but a foreman who is really controlling 
his production, needs to make definite assignments of jobs to each 
man in advance of operations. 

In order that a foreman may do his most effective work in pre- 
venting too much direct labor at the source, it is important that 
the work-ticket, which he approves for the changing of jovus and 
the same ticket, or whatever other ticket may be used on the dis- 
patch board, be designed in such a manner as to make it easy instead 
of difficult for the foreman to get just the information he needs. 
In this connection it should be borne in mind that the accounting 
type of mind adapts itself much more easily to the use of abbrevia- 
tions in the form of symbols and numbers, than does the foreman’s 
type of mind. In the long run, it pays to translate the symbols and 
numbers into a sufficient number of plain English words so that 
there will be no misunderstanding. For example, such information 
as the name of part and name of operation should be supplied for 
the purpose of more effective cost control by the foreman. Symbols 
and numbers should be used, however, for greater ease in sorting 
and classification of cost data. 


DIRECT MATERIAL 


The best way to help the foreman exercise cost control of direct 
material is to provide for every shop order that he gets, the ac- 
companying material orders written in advance, with the proper 
numbers, symbols, and names inserted. In most cases, these ma- 
terial orders or store-room requisitions will be forwarded only to 
the foreman in the department which performs the first operation 
on the job. A further refinement, as some would term it, but a 
method which I would rather designate as a further check on ma- 
terial consumption, is the use of the “move material” slip, so- 
called. In many concerns the central stores department or the pro- 
duction department has control over inter-departmental movements 
of material. Where this is the case move material slips are written 
out in advance for all inter-departmental movements of material. 
Everything is filled out on these slips, excepting the number re- 
ceived, number completed, number rejected and number moved to 
next operation. These figures are left for the foreman to fill in. 
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In this way, the foreman records his knowledge of and responsi- 
bility for any shortages, breakages or rejections. In a flow-type 
of industry, the move material ticket has its counterpart in the 
records of automatic scales, or other measuring devices. 


DEPARTMENTAL INDIRECT LABOR 


The foreman should sign or punch all time-tickets or work- 
tickets of men engaged in performing indirect labor in his depart- 
ment. He should receive a resumé of the totals of these indirect 
labor orders for his department, covering every cost period. Having 
approved the tickets from which the resumé is made up, he has no 
alibi as to his responsibility. Here again, the kind of work should 
be stated in plain English as is the case also on the direct tickets as 
well as the proper symbol or number. In many cases, it will pay 
to have for each department a specia! indirect-labor ticket on the 
back of which are listed the numbers and definitions of ail of the 
indirect-labor orders to be used in that department. The reason 
for this feature is that the assignment of work of this sort cannot 
pass through a central planning or production department, since it 
is usually made by the foreman himself and he, or his clerk, if he has 
one, usually fills in the face of this sort of work-ticket roughly in 
pencil. 

DEPARTMENTAL INDIRECT MATERIAL 


The same difficulties which make is impracticable for a central 
planning or production department to assign work to indirect labor 
apply also in the case of the authorization of the consumption of de- 
partmental indirect material. When the Cost Department sends 
each foreman a statement for the cost period, covering departmental 
indirect material costs, his attention should be called to anything 
that looks like extravagance in consumption of supplies, such as 
waste or too great breakage or too early discarding of drills, files, 
ete. The original papers filled out when these costs arose are usually 
clipped to such a statement. 


DEPARTMENTAL SERVICE AND RENTAL CHARGES 


The method employed in apportioning to each department its 
fair quota of heat, light and power charges, depreciation, taxes, 
insurance, etc., should be openly and clearly set forth, preferably 
in the statement of such costs itself. The statement can be printed 
in such a manner that all that need be entered for each department 
are certain figures indicating the percentage of the total figures or 
other basis on which that department is charged, such as square 
feet of floor space, cubic feet of space, etc. Here, again I advocate 
the use of plain English rather than symbols and numbers in pre- 
paring the statement. I know a case where a Personnel Manager 
began to investigate the expenses charged to his department under 
certain symbols. He noted that a certain symbol meant outside 
hospital expenses. He saw that from $2,000 to $5,000 a month 
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was charged up against that symbol. On investigation he dis- 
covered that no accident had occurred which would have justified 
the expenses charged to this account. The Accounting Department 
referred the Personnel Manager to the Treasurer who told him that 
this account was simply a dumping place to conceal such expenses as 
bribery, detective service, etc. This sort of deception, while it 
might conceivably be practiced on a Personnel Superintendent 
without disastrous results, would be fatal to the continuance of any 
confidence in the Accounting Department, if practiced on a foreman. 


ADMINISTRATIVE AND COMMERCIAL OVERHEAD 


It is not wise as a rule to inform the foremen about sales ex- 
penses without paving the way by a carefully prepared series of 
talks and charts, giving them fundamental instruction in general 
industrial economics and the specific economics of the industry in 
which they are working. They can scarcely be expected to acquire 
this information on their own initiative. On the other hand, if 
they are fully informed as to the nature of overhead, and the neces- 
sity for it, they gradually begin to assume the attitude and view- 
point of the business man. I recall how this change in attitude took 
place in a plant manufacturing shot-guns, where the direct labor 
represented about one-seventh of the selling price; material cost, 
about two-sevenths; and the total of shop overhead, administrative 
overhead, and sales expenses about four-sevenths. When the fore- 
man were given figures as to the cost of catalogs, instruction books, 
packages, freight, interest on consigned goods, rentals or ware- 
houses, traveling expenses, commissions, etc., in gross amounts and 
translated into percentages, their entire attitude and outlook 
changed. 


Cost ACCOUNTS VERSUS Cost RECORDS 


Thus far, only the records of original entry which go to make 
up cost accounts have been discussed. If we use the term accounts 
in its technically correct meaning as consisting of debits and credits, 
we still have to consider the accounting aspect of cost records. It 
is only the rare and exceptional foreman who has studied book- 
keeping and can be expected to make “head or tail” out of cost state- 
ments presented in accounting form. 

There are certain cost accounts or features of cost accounts in 
accounting form, however, which when selected should be brought 
to the foreman’s attention. These features are the following: 1. 
Raw materials in store-room; 2. Materials in process; 3. Finished 
parts or groups of parts awaiting assembly; and 4. Comparison 
of money spent during a cost period and money received. 

Taking the foregoing items separately, let us first consider the 
raw materials or other un-issued materials in the store-room. In 
some companies, the foreman has nothing to say with regard to the 
procurement of these materials. In other companies, his word or 
requisition is directly responsible for the procurement of such ma- 
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terials. In any event, his co-operative interest should be secured in 
holding down the investment in stores to a practical minimum, even 
though the majority of materials in the store-room may be allotted 
or apportioned to prospective production orders. A discussion by 
the Purchasing Agent and the head of the stores department or a 
conference between the Production Department and these officials, 
at which the leading foremen are present, in which the necessary 
time under existing conditions which elaspses between the placing 
of orders and their delivery is made known, will help to keep down 
unnecessary investment in stores. 

With regard to materials in process, we will always find that 
certain foremen believe in making a great display of a large amount 
of material in their department, since it makes the workmen think 
there is lots of work ahead, and impresses other officials passing 
through the department with the industry and importance of that 
department. Here again, it is worth while to acquaint a foreman 
with the desirability of quick turn-over. Since we have developed a 
modern method of production control, there are many businesses 
which were satisfied ten years ago with one or one and one-half 
turnovers of their capital in a year, but today, however, are making 
three or four turnovers of their capital. 

The old time foreman liked to look on the store-room and his 
own pile of partially-worked materials, as well, as an inexhaustible 
supply for all kinds of jobs which, without any definite planning or 
scheduling, he could assign to any workman who happened to run 
out of a job. This condition is incompatible with modern produc- 
tion methods and competition. 

In an assembling industry, it is exceedingly important that the 
flow of parts or group of parts awaiting assembly be regulated in 
such a way as to make the most effective use of the assembler’s 
time. Hence, it is important that a periodic check be made on this 
flow and its regulation. A capable Cost Department can devise 
reports that will furnish the basis for the necessary regulation. 

There is hardly any business in which the seasonal fluctuations 
of income and expenditures do not play an important part. The 
foreman, Purchasing Agent, the Stores Department and the Sales 
Department can all render effective co-operation in reducing these 
fluctuations in order to make possible a minimum of borrowing and 
a maximum of cash discounts. This information in regard to the 
comparison of money spent and received during a period when put 
in graphical form, is readily understood and appreciated by the 
more intelligent type of foreman. 


CHARACTERISTICS OF FOREMEN 


Many foremen have risen from the ranks with very little 
formal schooling. Such men are apt to be skeptical regarding edu- 
cational ventures of any kind. Their motto is “Practice makes 
perfect.” As a class they do not realize that whenever they en- 
deavor to find a reason for doing . certain thing—to get the “why” 
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behind it—they are searching for theory. The dominant character- 
istics of any group of foremen are likely to be as follows: 


They have mature minds. 
They are inclined to scoff at theory. 
8. They have well-established habits. 
4. They are largely “self-made” men. 
5. They are self-confident and of the “show me” type. 
6. They are usually not entirely open-minded. 
7. They have not analyzed their jobs carefully enough in 
some cases. 
8. They think best in the face of opposition. 
9. They keenly enjoy discussing their everyday problems. 
10 
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They are cautious of encroachment upon their authority. 
They have high regard for the square deal. 

They are willing to co-operate well if they have faith in 
person in charge of any proposition. 


To HELP FOREMEN CONTROL SHOP COSTS 


The chart on page 10 has been prepared for the use of fore- 
men with a view to helping them help themselves in exercising the 
kind of cost control of which they are capable. 

In conclusion it may be stated that it has been the writer’s ex- 
perience that in most cases, insufficient information as to costs is 
brought to the attention of the foreman. It is recommended that 
the foreman be systematically informed as to his departmental costs, 
covering direct labor, direct material and departmental overhead, 
the latter including departmental indirect labor, departmental in- 
direct material and departmental service and rental charges. It 
is also recommended that the foreman be informed as to the periodic 
status of raw materials in the store-rooms materials in process, 
finished parts or groups of parts awaiting assembly, and further- 
more that he be given an opportunity to discuss in conference cost 
reports supplied to him. I have tried to indicate the importance 
of understanding the dominant characteristics of the average fore- 
man and the necessity of presenting cost data to him in such form 
that he can understand it and be encouraged to use it in day-by-day 
control of costs by methods suitable to his capacity and authority. 
This whole question is one of the most important confronting the 
cost man, the solution of which can materially advance the progress 
of American industry. 
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